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to our shareholders London, Canada, May 22, 1968 


The consolidated financial statements for the year 
ended March 31, 1968 include Silverwood Dairies, 
Limited and its subsidiary companies, namely, United 
Dairies Limited, operating in the Provinces of Alberta 
and British Columbia, and Uplands Dairy Shops (1967) 
Limited. 


Sales and Earnings: 

Sales continued to climb, amounting to $99,805,847 
(1967 - $90,790,724), an increase over the previous 
year of $9,015,123, being 9.9%. 

Consolidated net profit after taxes was $2,023,326 
(1967 - $1,731,052), an increase over last year of 
$292,274. This includes profits on the sale of fixed 
assets and investments of $303,716 (1967 - $63,555). 

Net profit per share on the combined Class “A” and 
“3B” shares was $1.51 (1967 - $1.29): 

Net profit per dollar of sales was 2% (1967 - 1.9%). 

The substantial rise in sales can be attributed partly 
to increases in selling prices, but mainly to the aggres- 
sive and expanding efforts of our Marketing Division 
and by our growing interest in convenience stores. 

Profits continued to be adversely affected by con- 
stantly mounting costs. In November 1967 a fire 
which almost completely destroyed our Sarnia dairy 
plant, necessitating the use of temporary quarters, 
reduced the earnings of that branch as it has been 
most difficult and costly to maintain normal operations 


SALES 
IN MILLIONS OF DOLLARS 


1959 1960 


and deliveries in that territory. This situation will be 
corrected when the new depot now under construction 
is ready for occupancy, which is expected to be in 
June of this year. The direct fire loss to buildings, 
equipment and inventory was fully covered by insur- 
ance. With exceptionally fine cooperation from em- 
ployees, business neighbours, and friends, we were 
able to maintain service to all customers without 
interruption. 


Working Capital: 
Our working capital at March 31st, 1968 was 


$7,683,550 (1967 - $7,700,429) a decrease of 
DLC oro: 


Fixed Assets: 

The gross book value of capital assets was 
$42 055,305 (1967 - $39,813,377). Accumulated 
depreciation was $21,381,401 (1967 - $20,054,375) 
being 53.5% of depreciable assets. 

Net capital expenditures during the year totalled 
$3,165,771 (1967 - $4,601,419). During the last 


few years we have pursued a program of modernizing 
our various operations. To date new plants have been 
built in Windsor, Toronto (the Norseman and Scar- 
borough dairies) and two in London, one for the pro- 
cessing and bottling of milk and the other for the 
production and packaging of ice cream. In addition, 
new depots were erected in Sudbury and Stratford. 


1961 


This year the construction of a modern distributing 
depot was commenced at Brantford, replacing sev- 
eral outdated buildings, and a similar distributing 
depot in a new location at Sarnia is nearing comple- 
tion and will replace the building destroyed by fire. 
At the same time, we have undertaken the expansion 
of the production and storage facilities at Peter- 
borough and Toronto (Norseman) and to a lesser 
extent in some of the smaller branches. 


Dairy Acquisitions: 

During the period covered, we purchased some 
home service routes from Cooksville Dairy Limited, 
adjacent to Toronto, and the home service and whole- 
sale routes from Hamilton Dairyland Limited in Ham- 
ilton, in the Province of Ontario. It is the general 
policy of the Company to expand its dairy operation 
in the future by aggressive marketing programs, 
rather than by the purchase of business. 


Store Operations: 


For the first six months of this fiscal year Uplands 
Dairy Shops, originally acquired in 1966 as part of 
Findlay Kemp Dairies Limited, were operated as an 
integral part of Silverwood Dairies, Limited. As of 
October 1967 a wholly-owned subsidiary company was 
incorporated to administer these convenience stores 
under the name of Uplands Dairy Shops (1967) Lim- 


WORKING CAPITAL 
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ited. The results of the operations of that company 
for the period October 1, 1967 to March 31, 1968 
are consolidated with the financial statement of the 
parent Company. 


On October 31, 1967, a small group of six conven- 
ience stores in London, Ontario, was acquired and 
merged with the Uplands’ organization. 


We now operate Uplands stores in Toronto, Ham- 
iltton, Brantford and London in the Province of Ontario 
and stores in Vancouver and Victoria in the Province 
of British Columbia under the name of “Milky Way 
Stores” and ‘Peters Ice Cream Stores”. 

The principle we have adopted in connection with 
this division of our business is to lease the properties 
and purchase the fixtures and equipment. 


Dividends and Retained Earnings: 

Dividends totalling 80¢ per share were paid on both 
the Class “A” and Class “B’” stock. Total dividends 
were $1,075,495 (1967 —- $1,070,570). 

Consolidated retained earnings at March 31, 1968 
stood at $11,823,927 (1967 - $10,886,371). Your 
Company distributed 53.2% (1967 - 61.8%) of net 
earnings as dividends and reinvested 46.8% (1967 - 
38.2%) in the business. 

A 5¥%2% dividend was paid by our subsidiary, Jersey 
Farms Limited, to holders of its preference shares who 
represent a minority interest in that company. 


1966 


1961 1962 1963 1964 1965 


1967 


1968 
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DISPOSITION OF INCOME 


$70,092,673 


21,881,808 
1,705,805 
2,250,869 
694,542 
1,857,000 
1,075,495 

947,831 
100,506,023 


Total Income ~ 100.0% 


to our shareholders continued) 


Bonds and Debentures: 

The first annual payment of $400,000 for the de- 
benture sinking fund requirements is due July 5, 
1968. During the year $330,000 par value of 65% 
debentures were purchased at a discount for sinking 
fund purposes. Early in April, 1968 the balance of 
the requirement was purchased. 


Capital Stock: 

Silverwood Dairies, Limited: Only five Class ‘‘A” 
shares were issued during the year. These were in 
partial exchange for five common shares of United 
Dairies Limited. 

United Dairies Limited: The Silverwood offer to 
shareholders of United still remains open. Of the 
50,000 common shares outstanding, all but 34 are 
now owned by Silverwood Dairies, Limited. 


Changes in Officers: 

On March 31, 1968, Mr. J. Harold Gillies retired as 
Chairman of the Board and Chief Executive Officer 
after 49 years of outstanding service. He joined the 
company in 1919 as accountant and since then has 
been successively Secretary-Treasurer, Vice President 
and Treasurer, President and Treasurer, President, 
President and Chief Executive Officer, and finally 
Chairman of the Board and Chief Executive Officer. 
We are sure that all our shareholders will wish to ex- 
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tend their appreciation to him for the fine leader- 
ship he has given during a period when the com- 
pany has grown from an organization selling less 
than $1,000,000 a year to one selling almost 
$100,000,000 a year. His place as Chairman of the 
Board will be taken by Mr. F. W. P. Jones who was, 
until recently, Dean of the School of Business Admin- 
istration at the University of Western Ontario. He 
continues as a professor but resigned as Dean in order 
to devote more time to industry. He is a director of 
several companies and we welcome him to his new 
position. Mr. T. L. Davies, President of the Company, 
will also assume the title and responsibilities of Chief 
Executive Officer. 


Annual Report Competition: 


Our 1967 Annual Report was awarded the Oscar- 
of-Industry Trophy by the Financial World. This trophy 
is given to the company whose report is judged best in 
the United States and Canada in the classification “Food 
Products with annual sales under $150,000,000”. 
This is the eighteenth consecutive Silverwood report to 
receive recognition from the Financial World, and is 
the highest award we have won. 


We also were ranked second in the Canadian com- 
petition conducted by The Financial Post of Toronto 
in the larger classification, “Retailing and Distribu- 
tion”. 


1961 1962 1963 


The A. E. Silverwood Foundation: 

The Foundation, established by the late Mr. A. E. 
Silverwood, founder of our company, is providing uni- 
versity bursaries for sons and daughters of Silverwood 
employees as part of its educational, religious and 
charitable program. These bursaries provide $2,000.00 
each over a four-year period and since inception over 
60 beneficiaries have participated therein. This year 
thirty-four students are in attendance at various On- 
tario universities as a result of the program. 

In addition, four bursaries are presented each year 
to nurses taking post-graduate work in Nursing Educa- 
tion or Nursing Science Administration. 

The balance of the Foundation’s annual income is 
contributed to organizations interested in the treat- 
ment of crippled children, mentally retarded children 
and various types of medical research. 


General: 

For the benefit of our shareholders we have ar- 
ranged with the Canada Trust Company to provide 
transfer facilities for our shares in the cities of Cal- 
gary, Alberta, and Vancouver, British Columbia, in 
addition to Toronto, Ontario. 


Outlook: 

Your company is continually alert for new develop- 
ments in the production and marketing of dairy and 
other types of foods. During the coming year it will 
be necessary to expand the plant used in the aseptic 
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packaging of fruit juices in order to handle the grow- 
ing demand for those lines. We have added a Re- 
search and Development Department to our organiza- 
tion to be administered by a research chemist. The 
facilities will be located in London, Ontario, and will 
concentrate on the investigation of new products. 
This addition will also enable us to keep abreast of 
advances in the manufacture and marketing of dairy 
substitutes. 

A policy of branching out into new fields will be 
aggressively pursued. In that way the growth record 
of the past few years will be continued and the posi- 
tion of the company as the largest dairy organization 
in Canada will be maintained. 


Appreciation: 

The sales volume is at the highest point in its his- 
tory. This could not have been achieved without the 
loyal support of our customers and the dedicated 
service of the 4,000 employees who play a major role 
in the continuing progress of the company. 


Chairman of the Board 


oe ee ‘ 
oe ee 
: AAA La President 
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consolidated balance sheet - March 31, 1968 


SILVERWOOD DAIRIES, LIMITED (Incorporated under the laws of Ontario) 
and its subsidiary companies (with comparative amounts at March 31, 1967) 


assets 
March March 
3151968 OL, 1967 
Current: = ee 
CSP cr aoe ech esc ere soe Se SLR GT ee et ee OC $ 1,697,754 $ 1,609,009 
Short-term deposits-with i DamlSis sexe aye erertenene oe eee ener te eee eee 1,050,000 250,000 
Marketable securities — at cost (market value 
1968 ——) $2°308;200 1967 — 2 $347.6, SOO) ie are eee eee 2,526,542 3,540,897 
Accounts receivable — 
Trade accounts (less allowance for doubtful accounts — 

1968 =$257.0667)1967.--$230 SO 7.) rseere rece eee ee ee 5,156,600 4,756,604 
SUNY aoc acs ais Sata cn IIe see rete oe 440,282 580,673 
Income taxes *recove rab lest emer re eee eee eC 340,822 
Inventories — at the lower of cost or net realizable value — 

Dairy sO UCTS ae re coos eter ae ne et Oe 2,316,676 2,076,418 
Stores andsuppliGS»ecuhe ct toes ces ere ate eae orate ete 2,230,028 1,999,989 
Prepaid 'exXPSNSeS 55s cota sae eee sae aan ee ee re Rn ee eter ner 850,022 Tes Ase/)/ 
16,267,704 15,942,089 
Fixed —substantially at cost: 
iE | 0,3 enema er een m Ae UAE SNES TORE IMR WOM oP a CUNE CH HRMS 1 eds we OES ee Sc hae 2,078,461 1,840,358 
10 To |] py oka eee ACR tie RMN Aare dr etl AN OG woe Be tn alts dR kt suchen hn lt 10,497,107 9,819,255 
Machine rnycciG Cui prrne tat cassettes este eee ete cea sae ee 14,088 546 IBIS7/3 SAE 
Merchandising equipment avy ass casa eee ee ere eee ee 6,607,745 5,861,272 
DE HVE FY © UTD IIS TES cer whee wcrc cece eine tees Seine oe 8,783,446 8,419,156 
42,055,305 S89 Sissi, 
Less accumulated depreciationiecax. a cee enee ee ee eee en ee 2138401 20,054,375 
20,673,904 19,759,002 
Sundry: 
5% "special refundablecitac eercctseee tere eee ee ee eee 163,939 170,705 
Deferred:expenses andi sundry aSsetss rae ee eee ore ee nee ee 961,032 9257275 
Route lists:and*soodwill —— alti COST aca seeeet eeee ee ree enee e 2,517,399 2,406,896 
Expenses in connection with debentures issued, less amortization ................ 326,320 344,320 
3,968,690 3,847,196 
On behalf of the board 29 ae ir 
<=) See 
Director Director $40,910,298 $39,548,287 


liabilities 


Current: 
DoestGc ban keh Summ meine mena Oh cn ht ee eer uum ee eo te 
Accounts payable — milk and cream producers ......--.occccccccceccceccececee cee. 
Other accounts payable and accrued charges ooo 
HEOMex taxes unayab lem ee renner cael | ly ne eee ee 
Employees’ tax deductions and realty taxes payable 
DividendstpavablevAprilelameeysa sent ee eee 


Principal instalments on debentures and other deferred debt 
due within one year . 


Mortgages, notes and deferred accounts payable 
(SCemOlea 2) rere Pee tp ee coe een Me een SEL ae Te et 


Debentures payable 
(SCE AIO LC ES ame ai mere nena Ween eRe, «ee A 


Deferred income taxes 
(SCOUNOLCTA PMU Reh aR Ree chen A! tr ahhe oer hen oo REL tae, 


Minority interest in subsidiary companies... 


Capital (see note 5): 
Class “A” shares without par value entitled to cumulative, preferential 
dividends of 60¢ per share per annum, payable quarterly, and after the 
Class “B” shares have received 60¢ per share in any one year to further 
participation rateably with Class “B” shares; entitled in liquidation to a 
priority of $15 per share — 

Class “B” shares without par value — 

Class “A” 


AVE OU ZC Cheeta cae Pace nnd 1,000,000 shs. 
Issued at March 31, 1968 . 903,158 shs. 


Consolidated retained earnings (see note 6) ...... 


ClassmaBe 
500,000 shs. 
441,212 shs. 


The attached “Notes to the Consolidated Financial Statements” 
on the following pages should be read together with this statement. 


March 
31, 1968 
$ 583,256 

2,101,705 

Sole 973 

SO1-O14 
322,034 
268,766 


195,409 
8,584,154 


325,198 


9,600,000 


S18 127 


11g. 579 


7,341,317 


. 21,823,927 


19,165,244 


March 


Sale phsley/ 


$ 1,254,605 
2,844,908 
33,552,068 


230545 
268,765 


109,774 


8,241,660 
345,957 
10,000,000 


2,025,377 


107,684 


7,341,238 
10,886,371 


18,227,609 


$39,548,287 
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statement of consolidated income 


Year ended March 31, 1968 (with comparative amounts for 1967) 
SILVERWOOD DAIRIES, LIMITED and its subsidiary companies 


Year ended Per- Year ended 
March 31, 1968 centage March 31, 1967 


Per- 


Increase or 
centage (decrease) 


SACS verre eco Siar ee ec ce $99,805,847 100.0% $90,790,724 100.0% $9,015,123 
Less: 
Cost of materials and production expenses... $68,088,757 68.2 61,497,557 67.7 6,591,200 
Selling, administrative and general expenses 
(eR ae er ere etn eter eee 25,578,670 25.6 23,598,040 26.0 1,980,630 
Depreciationjis.ae....ceee ey eee eet 2,250,869 2.3 2,048,584 2.3 202,285 
95,918,296 96.1 87,144,181 96.0 8,774,115 
3,887,551 Bye) 3,646,543 4.0 241,608 
Miscellaneous Revenvictee......cnn-n yee 170,267 2 179,347 L (9,080) 
INCOMES hOMMODE hal Ol)S maaan eee ee eae 4,057,818 41 3,825,890 4.2 231,928 
Add: 
Investment ImeOMems ya ee ee 203,965 2 1795235 ca 24,730 
Profit on sale of fixed assets and invest- 
ING MES Seer cece eee eee eee De ors. 303,716 3 63,555 sll 240,161 
Profit on redemption of debentures ................ 22,228 22,228 
529,909 5 242,790 a 287,119 
4,587,/27 4.6 4,068,680 45 519,047 
Deduct interest on bonds and debentures ........ 694,542 “jf 552,219 6 142,323 
Incomevbeforetaxesien res earn ere rene 3/893; [85st 3,516,461 89 376,724 
Income taxes (See note 4) oooiiccccceeceeeeereees 1,857,000 1.9 1,785,858 2.0 71,142 
Consolidated net income before minority in- 
tETEST ere ree Ral ere ee eee ee meee 2,036,185 2.0 1,730,603 Lg 305,582 
Minority interest in income or (losses) of sub- 
Sidiary companies (net) ........ccccccccceeseeeeeeeeeee 12,859 (449) 13,308 
Consolidated net income for the year (see note 
ID) Sica ene aes en eiee eeie en eee : $ 2,023,326 2.0% $ 1,731,052 1.9% $ 292,274 


(x) Remuneration to directors and senior officers of the company was as follows: 1968, $208,158; 1967, $209,050. 


The attached “Notes to the Consolidated Financial Statements” on the following pages should be read together with this 


statement. 


statement of consolidated retained earnings 
Year ended March 31, 1968 (with comparative amounts for 1967) 


SILVERWOOD DAIRIES, LIMITED and its subsidiary companies 


Year ended Year ended 
March 31, March 31, 
1968 _ 1967 
Balancegakibeginningsotpycarsmene tne en een = menn ter ee are eer ee Seca $10,886,371 $10,275,904 
Add consolidated net income for the year (See note 1) oii iccccccccccecccceceecesssvsseseseesveveseeseseeseeseeverensenes 2,023,326 le SIKO52 
12,909,697 12,006,956 
Deduct: 
Dividends declared on: 
ClEBS. FN” —= GUNS [arel? SS: (UGE! Eline WSLEVA) cso scosets sen ner nnasscencomaisaeconcoo sno snoceso ceoposoecocoecesabsous souseran 722,527 717,602 
Glass 12)” —— GOS jerele SIMS (GISAS ich ISTE). sococeconeocasoonodonetesoapononoetacecesoansebsencewsen obingodaseaebeoebaseso kubbocet 352,968 352,968 
/ Na US TANAME HOY TAINO, TIMES TOR Gl OIMONR SHEEN? sssescocreceosscrocasenoon caves cnet» nocstendestoaysoepaodsanrouccnsscorodice 10,275 
Unamortized discount and other expenses incurred on bonds redeemed ooo... 50,015 
1,085,770 1,120,585 


BalamCeyatse mco fayca lemeee ccc ste are ee eer rc Fe Preece ee, rote eaten vane ria cocci $11,823,927 $10,886,371 


Auditors’ Report 


To the Shareholders of 
Silverwood Dairies, Limited. 


We have examined the consolidated balance sheet of Silverwood Dairies, Limited and its subsidiaries as at March 31, 
1968 and the statements of consolidated income, retained earnings and source and application of funds for the year ended 
on that date. Our examination included a general review of the accounting procedures and such tests of accounting 
records and other supporting evidence as we considered necessary in the circumstances. 


In our opinion these financial statements present fairly the financial position of the companies as at March 31, 1968, 
the results of their operations and the source and application of their funds for the year ended on that date, in accordance 
with generally accepted accounting principles applied on a basis consistent with that of the preceding year. 


London, Canada. CLARKSON, GORDON & CO., 
May 15, 1968. Chartered Accountants. 


Me 
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notes to the consolidated financial statements  varch 31, 1968 


SILVERWOOD DAIRIES, LIMITED and its subsidiary companies 


1. PRINCIPLES OF CONSOLIDATION 


The accompanying consolidated balance sheet as at March 
31, 1968 and as at March 31, 1967 includes the assets and 
liabilities of United Dairies Limited and its subsidiaries to- 
gether with appropriate provision for the interest of minority 
shareholders. The attached comparative statement of con- 
solidated income for the year ended March 31, 1968 and 
March 31, 1967 includes the operating results of United 
Dairies Limited and its subsidiaries for the years ended on 
those dates. 


The business of Uplands Dairy Shops was carried on directly 
by Silverwood Dairies, Limited to October 1, 1967. On that 
date, Uplands Dairy Shops (1967) Limited, a newly incorpor- 
ated and wholly-owned subsidiary company, acquired the 
business and assets from Silverwood Dairies, Limited and 
carried on operations from October 1, 1967 to March 31, 
1968. The accounts of this company have been included in 
the accompanying consolidated financial statements. 


2. MORTGAGES, NOTES AND DEFERRED ACCOUNTS PAYABLE 


Details of this amount are as follows: 
(a) issued by Silverwood Dairies, Limited: 


542% mortgage, repayable in annual instalments of $15,400 Seite zoids lactate $ 30,800 
7% note, repayable $45,000 in 1968-69, $45,000 in 1969-70 and the balance in 1970- spl ROPE Wert shine 2 102,333 
1333133 
(b) issued by subsidiary companies: 
First mortgages payable 00... re WEAR Rane 158,836 
Equipment contracts payable (secured) - ee EE ENTE Renna TPE RTT Pee ROE G8 untcnactsnonnaat OE i. te ee 23,838 
Deferred accounts payable (subordinated security) 100,000 
Notes payable LD BE ry eee 32,800 
315,474 
10) 2) | PRR eS Miao me ee RR ei PNG, RU Sie REO ac Mc i On ; Weer SA Re 448,607 
Less amounts due within. one ‘year. Behe ee acter Cer ncacute Eee cee 125,409 
$323,198 
3. DEBENTURES PAYABLE 
6%% sinking fund debentures Series A, due July 5, 1986 (sinking fund payment of 
$400,000 per annum beginning July 5, 1968): 
OniginaleaithorizationeyUly 7S), VO 6 Giese eenerree ies pee een a tee tho eR Ren ene ee ee $10,000,000 
OultstandingeasvateVianches lew O 6 Sienna SEM id RHO AME Escenas, RD Mev AON OCG, 
Less amount due on or before July 5, 1968 (included in erent liabilities) . PAE eee Pee OR tM CNN 28 oR Recor e en ae 70,000 
$ 9,600,000 


4. DEFERRED INCOME TAXES 


The income taxes actually payable for the year ended March 
31, 1968 have been estimated at $1,453,250. The difference 
of $403,750 between this and the taxes charged to income 
results from claiming capital cost allowances for tax pur- 
poses in excess of depreciation recorded in the accounts of 
the companies. 


5. CAPITAL STOCK 


This difference is applicable to those future periods in which 
the amounts claimed for tax purposes may be less than the 
depreciation recorded in the accounts and is accordingly in- 
cluded in the item “Deferred income taxes” in the attached 
consolidated balance sheet. This item also included similar 
reductions aggregating $2,625,377 in respect of prior years. 


Changes in issued shares during the year ended March 31, 1968 were as follows: 


Issued March 31, 1967 


Add issued during year as consideration (on ihe puree of shares 


of United Dairies Limited 
Issued March 31, 1968 


Class “A” Class “B” Book value 

903,153 shares 441,212 shares $7,341,238 

ie 5 79 
903,158 shares 441,212 shares O57, VAL SIC 7/ 


In addition to the capital stock issued at March 31, 1968, 34 additional Class “A” shares were reserved for issue under the 


offer to purchase shares of United Dairies Limited. 


6. RESTRICTIONS ON PAYMENT OF DIVIDENDS 


Under the provisions of the Trust Indenture securing the 6%% sinking fund debentures, the company cannot declare or pay 
any dividends (other than stock dividends and dividends at the rate of 60¢ per share per annum on the outstanding Class “A” 


shares of the Company) when: 


(a) consolidated net current assets (as therein defined) of the company and its subsidiaries are less than, or would thereby be 


reduced to less than $2,500,000 and 


(b) the consolidated retained earnings of the company and its subsidiaries will not be less than the lesser of 75% of the 
principal amount of all funded obligations of the company and its subsidiaries or $7,500,000. 


7. PENSION PLAN 


Amounts paid in accordance with the terms of the companies’ pension plans are charged against income as they become 
payable. Accordingly, the companies have no outstanding pension obligations as at March 31, 1968. 


8. CONTINGENT LIABILITIES 


As at March 31, 1968 Silverwood Dairies, Limited had committed itself for approximately $1,050,000 in connection with 


affiliated companies and building construction now in progress. 


statement of consolidated source and application of funds 


Year ended March 31, 1968 (with comparative amounts for 1967) 
SILVERWOOD DAIRIES, LIMITED and its subsidiary companies 


Working capital, beginning of year 

Sources of funds: 

1. Operations — Consisting of: 
Consolidated net income for the year 


Amounts deducted in arriving at the above net income, not an outlay of 
funds: 


Depreciation and amortization 
Deferred portion of income tax provision (see note 4) 


. Issue of Class ‘‘A” shares (see note 5) 

. Issue of 698% sinking fund debentures (net) 

. Refund or (payment) of 5% special refundable tax 
. Adjustments (net) to deferred income taxes Some 
. Increase or (decrease) in minority interest in subsidiaries (net) ................ 


nat WD 


Application of funds: 
1. Additions to the company’s plant and equipment (net) 


2. Dividends to shareholders 
3. Purchase of route lists .. 
4 


. Provision for retirement of bonds and debentures and reduction of other 
deferred liabilities Piast 


5. Increases in sundry assets (net) 


Increase or (decrease) in working capital 


Working capital, end of year 


Increase or 

1968 1967 (decrease) 

$ 7,700,429 $ 2,509,365 $ 5,191,064 
2,023,326 I Wohl Os 292,274 
2,268,869 2,080,863 188,006 
ADS 50. 775,419 (371,669) 
4,695,945 4,587,334 108,611 
79 1,059 (980) 
9,642,180 (9,642,180) 

6,766 (170,705) WH oA 
89,000 89,000 
1,616 (Zi 257) QA Sie 
4,793,406 13,848,611 (9,055,205) 
Sy llolayarATAll 4,601,419 (1,435,648) 
1,075,495 1,070,570 4,925 
110,503 476,626 (366,123) 
422,759 PISS (S ysis} (1,892,859) 
35, 757 193,314 577557) 
a0 810, 285 8,657,547 (3,847,262) 
(16,879) 5,191,064 (5,207,943) 
$ 7,683,550 $ 7,700,429 $ (16,879) 


7, 


18 


ten year comparative summary 


YEAR ENDED MARCH 31 


SALES 


PROFIT BEFORE INCOME TAXES 


PERCENTAGE OF SALES 


INCOME TAXES 


NET PROFIT AFTER INCOME TAXES 
AND MINORITY INTEREST 


PERCENTAGE ON SALES 


NET PROFIT FOR EACH 
CLASS “A” and ‘B’’ SHARE 


DIVIDENDS 
PER CLASS “A” SHARE 
PER CLASS “‘B” SHARE 


EARNINGS RE-INVESTED IN 
THE BUSINESS 


PERCENTAGE OF EARNINGS 
RE-INVESTED 


CAPITAL INVESTED 
LONG TERM DEBT 
SHAREHOLDERS’ EQUITY 


TOTAL 


PERCENTAGE OF SHAREHOLDERS’ 
EQUITY TO TOTAL INVESTMENT 


SHAREHOLDERS’ EQUITY 
PER SHARE 


WORKING CAPITAL 


1967 1966 1965 

$90,790,724 $61,956,835 $53,512,422 
$ 3,516,461 $ 3,207,441 $ 3,375,590 
3.9% 5.2% 6.3% 
$ 1,785,858 $ 1,645,526 $ 1,792,000 

— 

SS IL Sil (osyz $ 1,559,984 $ 1,583,590 
1.9% 2.5% 3.0% 
$ 29 $ 1.18 $ 25 
$ 1,070,570 $ 991,413 $ 882,228 
.80 TRE 70 
.80 all Usp 70 
$ 660,482 SOOS Oval $ © ©701,362 
38.2% 36.7% 44.3% 
$10,000,000 $ 1,037,500 $ 1,124,500 
$18,227,609 $17,320,583 $15,254,797 
$28,227,609 $18,358,083 $16,379,297 
64.6% 94.3% 93.1% 
$ 13.56 $ US NZ $ 12.07 
$ 7,700,429 $ 2,509,365 $ 4,880,322 


$51,914,455 $48,017,229 $45,642,340 $43,405,231 $43,141,870 $42,291,091 

$ 3,301,919 $ 2,913,910 $ 2,803,628 $ 2,559,031 $ 2,752,175 $ 2,495,272 
6.4% 6.1% 6.1% 5.9% 6.4% 5.9% 

$ 1,758,000 $ 1,513,000 $ 1,470,000 $ 1,324,000 $ 1,416,000 $ 1,225,000 

—— 

$ 1,543,919 $ 1,400,910 $ 1,333,628 $ 1,235,031 $ 1,336,175 $ 1,270,272 

ee ee | 
3.0% 2.9% 2.9% 2.9% 3.1% 3% 

$ 1.23 $ 1.14 $ Pie $ erg $ hoa $ 017 

] 

$ 840,326 $ 735,464 $ 695,704 $ 666,891 $ 659,509 $ 647,298 
67% 60 60 60 60 60 
6742 60 60 60 60 60 

$ 703,593 $ 665,446 $ 637,924 $ 568,140 $ 676,666 $ 622,974 
45.6% 47.5% 47.8% 46% 50.6% 49% 

| ] 

$ 1,563,000 $ 1,839,500 $ 2,549,000 $ 2,811,000 $ 2,942,000 $ 3,276,500 

$14,415,951 $13,473,744 $12,388,885 $10,975,516 $10,268,552 $ 9,336,440 

$15,978,951 $15,313,244 $14,937,885 $13,786,516 $13,210,552 $12,612,940 

seis = 

90.2% 88% 82.9% 80% 77.7% 74% 

$ 11.52 $ 10.94 $ 10.37 $ 9.82 $ ey iil $ 8.62 

Sa 

$ 3,993,444 $ 3,963,821 $ 3,614,882 $ 3,218,244 $ 2,935,337 $ 3,200,067 
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Silverwood features 


CONVENIENCE STORES 


With the advent of two-quart and three-quart 
containers and more recently the light-weight, 
easy to carry plastic “jug”, a new type of con- 
venience store, featuring dairy products, has 
evolved. It may be called a “dairy store” or 
“dairy bar”, a “variety store” or by some a “jug 
store”, but whatever its name it sells milk, ice 
cream and other dairy products in quantities, 
as well as a variety of other commonly used 
products. 

Open early in the morning and late at night, 
seven days a week, it supplies a service to apart- 
ment dwellers and to residents of heavily popu- 
lated areas who are away when the “milkman” 
calls. They pick up their milk when they drive 
home from work, or when they do their evening 
shopping. 

Throughout Canada we serve many such 

stores, mostly independently operated. We also 
have some company-controlled outlets such as 
Uplands Dairy Shops in Ontario and Milky Way 
Stores in British Columbia where dairy products 
can receive even greater attention. 
_ The photograph illustrates a dairy corner in 
one of our own stores where advertising and 
display make our products attractive to the 
average shopper. We believe this is a growing 
field for milk and ice cream sales, and a definite 
service to the consumer. 


RESEARCH AND DEVELOPMENT 


All production departments of our company have long 
had small local laboratories for checking raw materials 
and finished products and for controlling and improving 
the quality of all our dairy lines. 

Now, for the first time, we are creating a Department 
of Research and Development in London, Ontario, which 
will be the centre of study for the entire Silverwood 
organization. This will augment the research done by 
national and international dairy groups, the results of 
which are available to us. 

Through applied research, we intend to develop new 
food products for the domestic market and we hope that 
at least some of them will be appropriate for the export 
market as well. Both dairy and non-dairy products will 
be studied. 

Mr. Alan G. Sargant, a B.A. graduate in Honours 
Chemistry, with considerable experience in food re- 
search, will head up this new department, working under — 
the direction of Mr. H. T. Spettigue, Vice President, Pro- 
duction. At present working in temporary quarters, he 
will shortly move to the new laboratory being prepared 
for this work in London. 


CENTRALIZED PROCESSING 


If everyone would take the same kind of milk, cream or ice 
cream in the same sized container, production costs could be 
greatly reduced. What we refer to as “down time”, or the 
time wasted in changing from one operation to another, adds 
to expense. 

With today’s demand for more and more products, pack- 
aged in just the right containers, many small dairies have 
found it impossible to meet the requirements economically. 
Many have closed their doors, have sold out, or operate as 
distribution centres. We are, today, processing and bottling 
for a number of small dairies who distribute Silverwood’s 
milk and dairy products to their own customers, in their own 
area, on a franchise basis. 


CENTRALIZED ACCOUNTING 


With branches scattered across five Canadian provinces, we 
have always had to pay particular attention to uniformity of 
accounting practices. 

Electronic data processing equipment, available in our larger 
branches, has simplified many accounting procedures, has 
speeded up operations, and given us a much better control of 
our accounts, of inventories, of costs. 

Until recently many of these improvements have not been 
available to our smaller branches, but this is gradually being 
overcome by use of larger and more sophisticated E.D.P. machines 
and the centralization of accounting in certain strategically lo- 
cated branches. 

The Head Office E.D.P. department, pictured here, takes care 
of certain accounting details for London, Sarnia, St. Thomas and 
Woodstock, as well as Head Office. Similar equipment at Kitch- 
ener assists Elmira, Stratford and Brantford. Windsor takes care 
of Chatham, Thamesville, Kingsville and Leamington. One To- 
ronto department looks after four Toronto branches. Some day, 
a single, much advanced E.D.P. centre may meet the needs of our 
entire Canadian operations through a combination of E.D.P. and 
telecommunications. 


We have also closed down the processing sections of some 
of our branches who now receive their products from a 
Silverwood plant in another city where a larger volume of 
production makes processing more economical. In some 
branches one production line works all day on one type of 
container without any time loss. 


One of the distributing centres is Stratford. The new branch 
storage and sales building pictured here receives milk from 
Kitchener and ice cream from London, in large refrigerated 
vans, and delivers in smaller refrigerated trucks to homes 
and stores within the assigned Stratford area. A number of 
similar operations are now carried on throughout the Silver- 
wood organization. The new Brantford and Sarnia buildings 
will be of this type on a larger scale. 


TO THE SHAREHOLDERS 


Consolidated sales of Silverwood Dairies, Limited and 

subsidiary companies for the six months ended . 

September 30, 1968, were $60,000,542 compared with 
$51,708,069 last year, an increase of 16%. 


EARNINGS 

Consolidated profit after taxes amounted to $1,131,670 
compared with $1,094,153, an increase of 3.4%. Net 
profit per share on our combined A and B shares for 
the first half of the current fiscal year was 84c, 
compared with 81c for the same period last year. 
Net profit per dollar of sales was 1.88% compared 
with 2.12% last year. The decrease was caused by 
higher costs without corresponding increases in 

selling prices. 


CONSTRUCTION 

LONDON — In 1966 it was decided to build a new ice 
cream manufacturing plant in London on Highway 401 

in three phases. 

Phase 1 was completed in January, 1967, and provided 
for the manufacture of bulk ice cream and packag: 

goods. 

Phase 2 covers the transfer of the manufacture of 
ice cream novelties from our old ice cream plant in the 
City of London to our new plant, and will be commenced 
immediately in order to provide proper facilities for the 
rapidly increasing volume of sales. 

Phase 3 of the program is receiving further study. 
CALGARY — The facilities of the plant in Calgary are 
being expanded, and will provide operating efficiencies. 


STORES 


The consolidated statement incorporates sales and profits 
of Silverwood Dairies, Limited and United Dairies Limited 
for the six months and of Mac’s Milk Limited and Kwik 
Shops Limited from the respective dates of acquisition. 
Uplands Dairy Shops (1967) Limited has been merged 
with Mac’s Milk Limited and the latter company is 
expanding its store operations in several large Ontario 
centres. In view of the costs incurred in this expansion 
program, it is not expected that the full effect of the 
store profits will become apparent until next year. 


President 


London, Ontario 
November 6, 1968 


i 


The “Bronze Oscar-of-Industry” for the best annual 


report in the Food-Grocery Products classification 
(sales under $300,000,000) presented by the Financial 
World of New York City was awarded to Silver- 
wood Dairies, Limited, for the second successive 
year, and this time in a higher category. 

Leslie R. Gray, Vice President, Finance, is shown 
(left) accepting the “Oscar” from Dr. Joseph H. 
Taggart, Chairman of the Board of Judges for the 
Financial World competition. 


Other Annual Report Awards 
Financial World 
Third Place in 1961, 1962, 1965 
Second Place in 1966 
Financial Post 
First Place in 1963, 1965 and 1966 
Third Place in 1964 
Second Place in 1967 


INTERIM REPORT 
to the shareholders of 
Dair. “Les , Limited j 


for the six months 
ended september 30, 1968 
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SILVERWOOD DAIRIES, LIMITED \ 


JAMES A. RICHARDSON GEORGE T. RICHARDSON 


Price Range 1968 Curre Earnings Per Share Price Indicated 
High Low Price 1968 Ratio Dividend Yield 
G20) 25 4512.00" | $22.00 $1.2 $1.50 $0.80 3.64% 


* Excluding gain on sale of assets of 22¢. 
** Based on fiscal 1969 estimated earnings 


SILVERWOOD DAIRIES, LIMITED 


[SILA] 


WEEKLY PRICE RANGE 


RICHARDSON SECURITIES OF CANADA RESEARCH DEPARTMENT 


- Silverwood's, Canada's largest dairy, has established itself as a major factor 
in the convenience store field. Concurrently, profit margins in dairy operations 
appear to be stabilizing. 


- The store operation is a completely autonomous division operated by experi- 
enced convenience store management. | 


- 1968 is a base year to consolidate the entry into retail outlets. Beginningin 
1969 an aggressive expansion programme will be undertaken in the Ontario 
market involving up to 50 new stores per year. Longer term expansion possi- 
bilities exist in Western Canada and other markets. 


- In this year of consolidation total reported EPS are not likely to increase 
greatly over the $1.51 reported in the fiscal year ended March 31, 1968. 
While 22¢ resulted from gain on sale of assets in fiscal 1968, the contribution 
of operating profits to total EPS will likely be higher in fiscal 1969. We rec- 
ommend purchase of Silverwood "A" for participation in Silverwood's expan- 
sion into this high growth segment of food retailing. 


Gp. , C 
AFFILIATE on fumes Pachardson C. lord Semited’ ESTABLISHED 1857 
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208 . 
SALES ANALYSIS As a result of mergers and acquisitions over the past 10 years, Silver- 
a St < een wood's has become the largest dairy operation in Canada. Milk 
products account for approximately 73% of sales, ice cream for 17%, and other products such as 
fruit drinks, butter, and cottage cheese, the balance. Ontario is the Company's main market with 
75% of sales, Manitoba and Saskatchewan contribute 7% while 18% is derived from the operations 
of United Dairies in Alberta and B.C. 


About 50% of Silverwood's sales are still delivered to the home in 
spite of the switch from home delivery to store purchase. To help diversify the home delivery 
product line and increase volume,instant.coffee and more recently bread, have been introduced 
on the milk route. With the growing trend to customer service in food distribution, the home 
delivery market should stabilize at 40% of sales over the next few years. Home delivery prices 
are set after allowance for the additional costs involved. The balance of sales are distributed 
through the Company's retail outlets, outside chain and independent stores, and institutional 
customers. 


CONVENIENCE STORES Presently, 127 stores in the Mac's chain and 45 stores in the Uplands 
chain are being consolidated into one operation under the Mac's name. 
Kenneth McGowen, a founder of Mac's will manage the completely autonomous convenience store 
division. 


Background. The Company acquired its first retail outlets in 1962 by 
purchasing a minority interest in Mac's Milk Ltd., a Toronto convenience store chain. Additional 
outlets were secured in 1966 with the purchase of Findlay Kemp Dairies of Toronto which included 
the Uplands jug milk stores. Upland Dairy Shops (1967) Ltd. was incorporated in 1967 to operate 
Silverwood's 45 company-owned stores. In July the Company announced it had taken a majority 
interest in the 127 store Mac's chain. A majority interest is also held in a chain of seven Kwik 
Shop stores in Winnipeg while four Milky Way stores are owned in Vancouver. 


The Concept. Mac's stores are strategically located in. high population 
areas and open. 7 A.M. to 11 P.M. seven days a week to provide food and other household items 
with maximum convenience. The typical store ranges in size from 1200 - 1400 square feet and 
carries up to 2000 items. Dairy products and bakery products account for 25% and 17% of sales 
respectively. Other basic products are cigarettes, soft drinks, snack foods, and drug items. Bread, 
coffee, floor wax, and soft drinks are privately labelled with the Mac's name. A convenience 
operation charges a higher mark-up than a full-line supermarket. This factor combined with products 
selected for their rapid turnover should allow a higher profit margin than the conventional food outlet. 


About 30 of the original Mac's stores are operated by franchisees who 
are supplied at cost plus a handling charge. The remaining stores are company-owned as will be 
the case with new stores. The Company leases the property and purchases the fixtures and equip- 
ment. The store manager who is responsible for every day operation, including personnel, receives 
a basic salary plus a percentage of gross sales. 


Competition. The main competitor in Southern Ontario is the Becker's 
chain of convenience stores. Silverwood's, with 13 dairies in Ontario has been licensed to market 
milk in six of the 9 Ontario Milk Marketing Board areas while Becker's has only one milk plant and 
is presently restricted to the area running from Hamilton to Oshawa. 


as 
New Stores. 1968 is necessarily a year of consolidating the existing 
convenience store operations. In 1967, Mac's Milk opened 50 new stores and Silverwood's 45 company- 
owned stores were incorporated under Upland's Dairy Shops (1967) Ltd. 


1969 will signal a new round of expansion in the Ontario market. The 
objective is 50 new stores a year which appears realistic considering the population growth and Silver- 
wood's ability to market milk in six of the nine Milk Marketing Board areas. The new stores will be in 
the 2000 square foot range and will allow an extended product line. Delicatessen items and party foods 
could offer considerable scope for expansion. 


Geographical Expansion. The Company is experimenting in the Winnipeg 
and Vancouver markets with Kwik Shops and Milky Way stores respectively. Although the George 
Weston controlled Mini-Marts are established in both cities, there remains expansion potential for a 
well-managed operation. 


In Alberta there is presently a relatively small volume of milk sold 
through retail outlets because of provincial government regulations prohibiting a price differential 
between home delivery and store purchases. However, if this restriction should be removed, the 
Company, with four dairies in Alberta would be in an excellent position to serve Calgary and Edmonton 
markets. 


The Company is interested in the acquisition of small suppliers where 
the retail volume of a product would justify a purchase. 


SALES AND EARNINGS 


Years Ended March 31 1968 1969 (Est.) 
(millions of dollars) 

Retail ev rags) 

Wholesale 94.8 93.0 

Total 99.8 120.0 


Normally first half results are higher than second half results because 
of ice cream sales in the summer months. The operating profit for the first half ending September 30, 
1968 will likely be flat with last year's 80¢. This can be attributed to below average ice cream sales 
resulting from cool spring weather and non-recurring costs from the Mac's - Uplands consolidation. 
Results of the second half should begin to reflect the store division and total EPS for fiscal 1969 should 
be roughly equivalent to the $1.51 reported in fiscal 1968. More substantial earnings gains should 
appear in fiscal 1970 as expansion continues and new stores reach maturity. 


DAIRY OPERATIONS The Canadian dairy industry is in a unique price squeeze with govern- 
ment bodies regulating the price paid to milk producers as well as the 
retail price to consumers. The Company's profit margin has declined from 3% in 1964 to 1.9% in 1968. 
Silverwood's does have economies of scale and should be able to reduce costs and improve efficiency. 
Indications are that profit margins will stabilize at present levels. 


CAPITALIZATION AT 
MARCH 31, 1968 


Long Term Debt $9,600, 000 
Class "A" 903, 158 
Class JB4 441,212 


Class "A" shares are entitled to a preferential dividend of 60¢ per share 
and $15 in the event of voluntary liquidation. After the Class "B" shares have received the equivalent 
dividend and/or, in the event of liquidation the equivalent $15, both classes are equal in all respects. 
The Class"A" shares are non-voting unless in arrears while the Class "B" shares have one vote per share. 
The Silverwood family and employees control approximately 80% of the Class "B" shares. 
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Summary: 


A new and aggressive management team is 
redirecting Silverwood's expansion efforts. Using the 
financial resources of Canada's largest dairy, the con- 
pany is moving into the convenience store business, the 
fastest growing segment of the food retailing industry. 
With Mac's Milk Ltd. now in the fold, Silverwood's sales 
will accelerate immediately with earnings growth to follow 
soon. Earnings should increase 14% annually over the next 
few years. We project’'earnings “in excess of $1:75 per 
share for 1970. (Fiscal year ends March 31.) 


At a’ current price of $22, Silverwood 
Class 'A**shares: have ..fullyi discounted’ this year's “esti- 


mated earnings. However, we recommend that the stock 
be purchased - at these levels and particularly on weak- 
ness - by those investors SPeR ig Se ae and long ‘ 


term capital gains. 


Class 'A' Common Stock Data 
Fiscal Year Ending Marche sly. 


1969 1968 1967) 1966 « 1965 


a 


$i $ $ . $ $ 
Price: Current we 
High DART 7 BOLO Lf 2k 9 Gyo) Geel Oo wel he 
Low 12 14 BP ea BG eta alls) - 14 
jhe Mis be a esto om if ef 8 bose | in 20 es Wee 5 


Peewee Ratio; Current LO\.Z 
High 18:.3 L059 1407 Nak: 12.4 
Low 8.8 a 11.2 ies trlrege 
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The Company: 


Silverwood Dairies Limited, through mergers and acquisi- 
tions, ase become, Canada’s Parecest  daury, with sales oct.$100 millon 
in thes fiscalsyear ending March 31st, 196083 ihe company processes 
miik and related products™ then distributes these, salong with. fruue 
Julceseecoffee and other products,.,i1n mosteof the larger communities 
in Ontario and the Western Provinces. About 50% of sales are made 
fo wholesale anaeinst:tutronal accounts ssUucn a5, Chain-StOres, “Tres bau- 
rants, hotels,, schools -and. convenience stores.‘ The remainder is 
sold by home deliverys 


Dairy industry sMareinss— Under Pressure: 
ed ee 


Silverwoods, like most traditdgnal dairies, has peen 
faced with.dwindling profit margins and a flattening sales curve for 
es dalry apTocucres:. 


One of the major factors contributing to these problems 
has been the steadily increasing cost of purchasing raw milk from 
the dairy farmers. Resistance from chain-stores and price-conscious 
housewives, prevented these price increases from being passed on to 
the buyer. In Silverwood's case, ..the, balance sheet item "Cost of 
Material and Production Expenses" increased steadily from 64.9% of 
sales in 1960, to 68.2% in ,.1968. This occurred despite considerable 
capital expenditures to modernize processing equipment Snarcentratinze 
production. Further pressure. on margins has resulted from: 


- a decline in per capita, consumption of 
Make: 


- a swing. in consumption from whole milk 
to lower-margined 2% milk; , 


- a larger:percentape of. milk;sales to 
institutions. and:.convenience stores. 


As a result, income. from operations has declined from 
6.9% of sales in 1960, to%47 134° 3n 19638. 


Lower Dairy Margins Result in New Activities: 


Silverwood's management does not anticipate an eventual 
turn-around in dairy margins. Accordingly, they are taka tn2.ec 
corrective steps to improve the company's long-term Om Odiet ab ily 


teed research department hasmocens, Set upeLo 
develop new products for the market; 


Vv 4 

eed has made a decision to. avoid 
expansion of its dairy operations, except 
to replace inefficient production 
operations. 


Ba gems 


6) reakuzi ieti ote Clemimpe tUSm TO Mo row i 
must come from other endeavours, Silver- 


woods will make substantial investments 
Pete CONnVient ence mstOrTe sind Us Gry stn rough 
their participation ans Maews. Milk: 


TOpasisa Stasi tnem Ours it Otte t ne semua iMsr malar Omcomp le— 
ment and broaden 1tsmexisting management teams stlverwoods has gone 
outside the industry to fill four or five important management 
DO SHeueOmse molds Ot ata 


Convenience Stores: 


SLIVeTWOOdS Nasmqulckly estab lusheds1 tse binasmea sl cading 
force in the convenience store industry. In June 1968, Silverwoods 
acquired, tOreata tindis closed price ~eaamajorlcy interest ineMacVs 
Mik hod wand=sincemthenmhas sbDeenmeconsoOlidatiine stiem4on «Up landeDaiany! 
SOL esm already OwnedmwitheaMacus = 27S tonesmunde Paene slat et Saaame:. 


The Convenience Store Concept: 


Ihe conventencess VOLrch Or jUgemltkestOre although mane |. — 
ati Vvelyenew POrmeaObetOodsretalling has: exhabaced remarkable growth. 
imGanadaseovVern oO URS tOnes saremine OperatlOnmeOdayeascOmlpane dat. Oms eS S 
than lo 0ejustetourey,ears ad? 0 am OUCCCSSelasspecm based One tie concep t 7O fe 


Se COOd mst OTemO Cait On. 
- extended hours for business; 
= Sioerechy lees Sree ¢ 


a LOWeDrECed eMmilkeandopread. 


Mac MsmMai kes (Oe Sa WiikcCim f Ott cmmlOstesp ah cma he el OCat Cam lal 
heavulyepopulated aréassineMetropolmtvan ToOnonto,marcmoOpenmevery idaya Or 
Chemyc art Pome Osea et Oamlel ap - Ml een Le enV at Vend tues en Wi teat eameWwet a alla 
laGeeG as toOresmavenaging almost) 2000s drat ce DeSenmandmtayOllt eis 
Standard aZedawheremp.Os sD Leuwit ie ihemcasihe hi SmcOumMte Tarditu tem Ont 
Ota cnicmss CO me mall dari Cmave tra gear a tal OMmUndn tC see ati CC unne od memeN el kara Ido, eT: 
dainty (produce  accountmerorec > cn of Mac's eStimatedus5s0 emit l lions inesales. 
Inm-additaon, Mactisestores=sell sbaked = coods, diy precernies, Frozen s:00ds 
ands Don tTOoOdmtCems aU pEtO en OU0R tems mays DemseOckedsdepending son. the 
Se POL GNemS tore: sa lieaCOnpanve se Obie Cll Vea mom COmC ann Var Ole al at Ona. 
and one higher-margined private brand for major items. 


MoOsteMacUSmStOre Ss sarcmpleasedmror stenmy.c at smanid ca nay eran 
addi (a On 4 leet Vea CO pit Olle Cl 2US.o; mA Ll DU Celt Dulin ena em GCOMp all yao pe. 
ated, although management states that further franchising of future 
Stoves "Cale per expe cocdumm lie! Pamanagtems: are pad casas Lan ye pws). al 
escalating bonus based on monthly sales. Stores normally have'their 
heaviest tragtvcetlow on weekends andgatter. 7 pum. on weekdaysee — For 
an estab lusieasStore ee Salesmarerestimated at o LSU 000) per) cammon 
average, with normal growth in the range of 5% annualiy.. Advertising 
COsts ares rough Pwel~bot sales. 
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Convenience Store Expansion Peaeatise 


In 1967, Mac's and Uplands together opened 68 new 
StOTes. Approximately Zoemore bNavewbeen addedealreadysthis year, 
ManapemenG haswyet. towestablishnlans sfoOxredinuiale nates Ores tore 
openings, however, they e@gree that:a target of at Teast 50 new 


Openings: per year t@seteasib len seMenrketine planse call erirststforethe 
development and expansion of new stores in Ontario, and the comple- 
tion Of thes Uplands change-cver, At some later date however, con- 


venience store operations in the Western Provintes will be’ expanded. 
Sl lve PWOOGSends NOM plans m@EOemoveminvopwOUCKe® OTrelLasternecanada, 
' 


With thirteen dairies in Ontario, Siilverwoods is lic- 
ensed to sel igmilk yinesi x, Of the nine Zones established by. the 
On CartoeNiligehMarke tim? eo Oatd .aae lac mpd lds D Mest Cube che ran i lim Govment ds. 
iNew lances econveniencesstOLemcompany sine Canacaawichmoverec00uSstoOres: 
Mass OnlVveronedatry sand thussis sCUunrentl \wlicensed sto mse liam lkaaim 
Only Ol) Cee cionler 


Both companies compete in Zone 4 which encompasses the 
Oshawa-Toronto-Hamilton area. However, Mac's has opened stores in 
Otherezoenes where Silverwood processime plantspalready operate...) in 
this respect. Mac smilasmasdcetd WithemadVvantape OVC Ge beckwetsms in Centiie 
latter Musterirs te puLchleascemOLmcOl struct a sGed TyaetnecacheneNwmez one 
before opening any new convenience stores. 


Theretores sa Wwuthe a ese tinanetaleresources, andi lexabilaty, 
COmquLchlyemovewnn towne wo Marke tinge aredasmeaNac. S iasmatie potent a lust © 
SUN LE Cant ly IncredseuLts —penetrapvoneiiecie sCONnVeIlencems tare 
dU awWS ts vie 


PuUtirew es lanise 


Any addedabit Otgpe lhamourn snot retilected an oa lverwood!s 
above expansion plan for Mac’s,.is management's interest and probable 
intention of PD eecrat 1 ng backwards ftasomemruture date . Inesconven- 
ience store outlets now provide Silverwoods with a solid base for 
further acquysttions = perhaps  inetie food processing and supply busi- 
ness | they tully intendetomexploroesthis area sof cxpansiton, Mowever, 
any acquiSi tions Will bDematwleast "asyvear (OT tWOrdawdy. 


Capital Expenditures: 


SaabverwoOOds i Smilganle excellent epost LOl el O eeinllanCes its 
future oro Dn omcOMpILe CLOnwOL eit SmLONGOlerce- cream pa dl Cmana con. 
struction of a central plant in Vancouver will bring to an end 
Silverwood's major program of modernizing equipment and centralizing 
production plants. Thereatter, only minimal expenditures. wii lebe 
required to maintain the darry operation, 


Pawemes 


Accordingly, ashiene percentage of StlVverwood us future 
Net cacsimre CemenOn eCalimucedirecthecqmtOWards st nen expan si Onmoda ce nese 
cOnVenVence stOres, Or shOn  lurther Mon-dairyracauisit1 ols Wa ties 
Cech Owe OreOVeTM 4nOemill tone last yearn. sot lverwoods. in oud opine 
Lon, lS capable of Financing at least 100° new convenience stores 
per year. 


Salesman Gme arn ig SOU too Bada lite: 


Consolidated Silverwood sales should exceed $122 million 
Owe eleisy SPaSeeiik Saoee Gickline Were ihe, AS), isteiewiese, WeihiS syeeie Ss 
carn esmerowtiawill ebDemol lve modenatemduc tOmdmiilioletaweaken lil 90m 
dairy eiargimn ss ande tie hil ehenonereactmmingmcOstsmiesultinge trommune 
consolidatvonwot Uplands with Mac is. 

InfoOur yop intone, consolidated operating eCarnnings = should 
DMPO Cee OMe oul Ould sitey Came t OM lero st hiesmn Ve ares NON Ope Tada nig 
Carin gs iO Lee eOmoe =SHOUldmresulusiunmboOvalecarnin?g sa pet asia TCO 
Sl Om COnsglee4 OlCOmMpancd COM. lis lm last my care 


Fore these llowingy cam. Mac Ss oOperattons ssiou lids tant £0 
CONCEUOUTe SLO OCarningS mbascGsOnemanagemen tu smecit ama ted epi Oil tama r— 
peers Oe Ae one Weel Soules etavel iss tein Sal iavisieiweteel Ss 5 iS Melee sstele eI 
30% increase in earnings to $1.80 a share on sales of $135-$140 
ni iVvon barons sm cali Seat te re LOmOmecOuUlauma CCE lei atic mrs POU LCmMca cuss 


Nareins ImMproVves aS eexpecucdmandmcOnventencemstLOremOpela Nt Smaicereas > 
UM eum bee 


technica lmanalys ise 

A long term upside technical breakout occurred on expand- 
ed yvyolume as Silverwood Darries WAT estock crossed $19. SAN longy term 
technicalyobjective of paboue S50) hasenow Deen eset Up em oupply Of stock 
at resistance levels ahead-is not heavy and the stock has support at 
the S622es2oleve le anduates | Sonli2meei iene lativemstrenctieOtuticus tock 
USM O Sint nv.er 


Gonlctus aon. 


A more aggressive management team has broadened Silver- 
wood's operating base to provide for rapid sales and earnings growth, 
DOtMentrernaiwye andsbysturtherediversi fication mnt CcUulnment Levels awe 
recommend the purchase of Silverwood Dairies ‘A" by anvestors anter— 
ested in medium to long term capital gains. 
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THE INFORMATION CONTAINED HEREIN IS NOT GUARANTEED BY US, BUT IT HAS BEEN OBTAINED FROM SOURCES WHICH WE BELIEVE TO BE RELIABLE, 
MILLS arate B. -CO. LIMITED, JTS AFFILIATES, OHE OR MORE OF THEIR SHAREHOLOERS AND/OR THE AUTHOR MAY FROM TIME To TIME HAVE A 
POSITION IN THE SECURITIES DISCUSSED HEREIN AND WILL FURNISH SPECIFIC INFORMATION IN THIS REGARD UPON REQUEST, 
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Forecast Gt Sales 


Ouretorecastmotecalesmis made .on. the lpasis 
OfES0) StOTemOopenings ea nyed few lo a Vesa DC len © Wao. 1 © 
averaging 2005 000M atter twouvears. 


j---------------- Sales -------------- 

Silverwood's Mac's Total 

$ Mil. a cM s 

ES 6 Seen ctu aa 100 7 100 
1969" EStimate 100 30 1D F 
L970 Estimate 106 Zl Si; 
LoO7S Estimate 128 80 188 
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OVeETeathe paste Give yeatorm ot 1 Vierwooduseilet 
Earnings Navesinereased 507. DU ane inereasinganumbenmot 
shares outstanding has negated any improvement in earnings 
Petes are nee VemacquLs ttl ONmo ia ace se Misl Kawa leluide timate Ly 
Cimanecemi Witt reuea Indes prospect smas mind hated pe Low, 
These projections have been made on the basis of manage- 
Nene sep hoOhit abi ty.ce St DM ate smewil Cie One cas tai tei tax 
Net “profit Margins Ofslv.c.sonsstlverwood saleseand«al:.2% on 
MacisesSales, With thes Latter increasing toll «4% by 319 73.. 
On its basis, SOUrsproj,eCuLoOnsmindtcaccs al avemape grow th 
Of Sover sl 4 caper saninumeroe tuna. 


Earnings 


== -—-— = Operating -------- Capital Reported 
SILVeETWOOd ssa ac. Seti Demon Gains Eva beow 
($000) ($000) 
1968 Actual i 2 OS a See lee 8 pees ORS vs J Beeencye 
1969 "Estimates & Ib eens} - eo. O02 MS EHe 
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PO /SGe Estimate 2,304 Son eele2 0) RSE S) ? 245.5 
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February 20, 1968 


Largest dairy organization in Ontario and Western Canada, with annual sales 
of about $100 million, 

Moderate but steady expansion policy has been followed. Annual sales were 
boosted by the acquisition in 1966 of United Dairies Limited of Alberta and 
B.C., and of Findlay Kemp Dairies of Toronto, 


Profit margins were well maintained until fiscal 1966 but have been under 
pressure from rising costs since then, 
Earnings are estimated at $1,30 per share for fiscal 1968, little changed from 
$1.29 of fiscal 1967, 
Longer term outlook has been enhanced by the establishment of a powerful 

S Milk Commission in Ontario which should favour the larger companies, 
"A" stock at $145 or 11,2 times earnings, and yielding 5.5% on the 80¢ 
dividend, is attractive for income and moderate growth, "B" stock at $153 
or 12,1 times earnings and yielding 5,1% is also attractive as a potential 
takeover target, 


The Company: Silverwood Dairies, Limited is the largest dairy or- 
ganization in Canada, with branches in Ontario and 
Western Canada, Activities include the wholesale and retail distribution of milk, 
cream, eggs, fruit juices and other products, and the manufacture and distribution of 
butter, ice-cream, condensed milk, powdered milk, and other dairy products, For the 
year ended March 31, 1966, the percentage of each sales group to total sales was as 


follows: 

Milk, cottage cheese, yogurt and fruit drinks 67.5% 
Ice cream, mixes, and frozen confections 18.6 
Butter 9,0 
Eggs and poultry 25.0 
Condensed and powdered milks a a 
Sundry products ee Je 

100, 0% 


At March 31, 1967, 33 branches and depots were operated in Ontario and 20 in Western 
Canada, A fleet of about 1,925 trucks is owned and operated, Silverwood employs 
about 4,000 perso:is, 


---continued--- 
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SERVICE 
LIMITED 
Capital Expenditures and Financing: € 
Silverwood's policy has been one of moderate though 


steady expansion, A large part of its growth has 
been achieved through acquisition, followed by consolidation and modernization of the 
acquired facilities, 


In the past decade, fixed assets at cost have increased 
by $23 million, The major additions during this period were: 


Fiscal Year 

1960 - New plant in eastern Toronto and acquisition of dairies in London and Toronto, 

1961 - New London branch and head office; acquisition of Paulger's Blantyre Dairy 
Limited (East Toronto), 

1962 - Mason's Dairy of St, Catharines acquired, 

1963 - New distributing depot at Sudbury. 

1964 - New processing plant at Windsor; acquisitions of La Salle Dairy at Windsor, 
Dye Dairies Ltd., Brockville and Jeffery's Dairy at St, Catharines, 

1965 - Kingsville Dairy, Kingsville and Campbell's Dairy, Peterborough purchased, 

1966 - United Dairies Limited and its subsidiaries, Central Creameries Limited and 
North-western Creamery Limited operating established dairies in Alberta and 
B.C.; and Findlay Kemp Dairies Limited and its subsidiary, Uplands Dairy 
Shops Limited, a large Toronto dairy, acquired, 

1967 - A large ice cream plant (to be built in three stages at a total cost of $3.5 
million) on a site near London, Ontario went into operation in December 1966, 
Also new distributing depot in Stratford; renovation of the Kitchener plant, ex- 
tension of Head Office facilities; acquisition of: two small dairies and an ice 
cream plant in Vancouver; dairies in Chatham, Orillia and London, Ontario; @ 
and an ice cream plant in Orillia, Ontario, 


Currently under construction are new depots at 
Brantford and Sarnia, Ontario; (the latter to replace a unit which burned down) while 
extensive alterations are being made to the main Peterborough plant, Capital expen- 
ditures and sources of funds for recent years are summarized in the following table: 


Uses of Funds Sources of Funds 

Years Gross Acquis, of Pfd, Issue of Incr.(Decr,) Incr, 
Ended Fixed Net Additions tot Route Div. Sh, of Shs, Net Cash Class intia i. (Decr, )in 
Mar,31 Assetst Amount % of * Lists Paid Subsid. Red, Other Flow "A" Shs, Debt Work, Cap, 

$000 $00 % ¢000 $000 $000 $000 $000 $000 8000 $000 $000 
1967 35,919 4,601 12,8 476 1,071 - 241 364 4, 587 1 7, 326 By l9t 
1966 26,138 3,506 13,4 767 991 2,536 - 167 3,256 825 1,517 ( 2, 371) 
1965 25,176 1,639 6.5 - 882 - - 118 3,710 24 ( 208) 887 
1964 23,703 2,116 8.9 - 840 - - 143 3,160 180 ( 212) 30 
1963 22,494 1,563 6.9 - 735 - - 43 3,004 155 ( 468) 349 
1962 21,550 1,617 ie 595 696 - - 68 2,860 667 ( 155) 397 
1961 19,827 2, 236 11,3 - 667 - - (143) 3,034 136 ( 128) 283 
1960 18,409 1,922 {0,2° aoe 660 - - 62 2,009 152 ( 284) ( 265} 
* = Land, buildings, machinery and equipment, merchandising equipment, delivery equipment, - substantially at cost, 


at beginning of year, 


Until 1966, there had been no outside financing since 
1952, The increase of 310,839 Class "A" shares outstanding since 1956 has been due C | 
to (1) 93,713 shares sold under stock purchase plans for employees; (2) 50,000 shares 

sold to an outside corporation in 1962 (the purchaser was not named), (3) 114,718 shares 


Silverwood Dairies, Limited: ---continued--- 
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issued on conversion of debentures and (4) 52,408 shares issued in connection with 
the acquisition of United Dairies, 


In July 1966, a $10 million 6 5/8% 20-year sinking 
fund debenture issue was sold to replenish working capital and to refund previous debt, 


Capitalization: At March 31, 1967 Amount % of 
emek ALE Total 
Accumulated Tax Reductions Cea Oeies 8.4% 
Minority Interest 108 Ono 
Mortgages, Notes, and Deferred Accts, Pay'l 346 ie | 
6 5/8 S.F. Debentures, due 1986 10, 000 31.9 
903,453. Clags “A% shaves, vine ps Vex) 
441, 212, Class “B" shares; mep. Ved fs eye 23.4 
Earned Surplus 20886 154.8) - 
$31, 306 100, 0% 


Notes: (1) The Class "A" shares are non-voting except when in arrears for two years in which case the Class "A" can 
elect three directors, The "A" stock is preferential as to 60¢ of dividends plus amears if any and after 
non-cumulative dividends of 60¢ have been paid on the "B" both classes participate equally in any further 
distribution, 

(2) Silverwood Employee Holdings Ltd, owned 184, 482 and Silverwood Investment Ltd, held 166, 539 of the 
"B" shares according to the Initial Summary of Insider Trading Reports published by the O.S.C, 


Sales and Earnings: From 1957 to 1965, sales increased steadily but only 

moderately, The major jump in the past two years re- 
flects the acquisition in 1966 of the United Dairies operations in Alberta and British 
Columbia and of the Findlay Kemp operations in Toronto, 


The profit margins of these companies were not as 
favourable as those of Silverwood and this factor, together with a steady rise in costs, 
has résulted in a decline in profit margins, 


The situation has been aggravated by the rising popu- 
larity of the 3 quart milk container which provides a considerably lower margin, In 
addition, a substantial volume of milk sales has been diverted in recent years to the 
wholesale market, reflecting the prolific growth of jug milk stores in urban areas across 
the country, In fiscal 1966, for example, only 57.8% of Silverwood's milk sales were 
delivered to the home, Diversification into other products has produced varying results, 
Orange juice distribution via the milk truck has been most successful when supplies from 
Florida are plentiful, Other fruit juices are sold, as well as eggs, butter, and cheese, 


iS Cost 

Years Material Selling, Deprn, 

Ended and % of Admin, % of Oper, % of Other and Pretax % of 
Mar,31 Sales Change Production Sales §& Gen'l, Sales Profit Sales Inc, _Amort, Int, Income. Sales 

$000 % $000 % $000 % g000 %  ¢000° 3000 $3000 $000 % 

1967 90,791 + 46,5 61,498 67.7 23,598 26,0 5,698. 6,3 422 2,049 552 3, 516 3.9 
1966 61,957 +4 15,8 41,346 66,8 16,050 25,9 4,561 7.4 269 {, 563 60 3, 207 5.2 
1965. 53,512 + °3,1 °° 35,241 6579 43,595 9 12552 4,620 &,6 227 1,547 64 3, 376 6.3 
1964 51,914 + 8,1 34,060 65,6 13,395 25,8 4,460 8.6 242 1,316 84 3, 302 6, 4 
1963 48,017. +. Sia: 31,103 64.8. 12,895 . :26,9 4,020 8,4 254 i, 260 96 2,914 6.1 
1962 45,642 + 5,2 ° 29,753 65,2 11,965 26,2 3, ee0. > 8,6 188 #181 i282 2, 804 6, 1 
L961 0943; 405 44 (0,6) 428,249 65,1. 11,455," 126.4 Sy7 OL © 6 B55 178 4,184 136 2, 559 5.9 
1960 43,142 + 2,0 28,001 64,9 11,328 26,3 3,812 8,8 183 1,099 144 2,752 6.4 
1909" 42, 20k oto) 7, 701 | - 69,6) 10,9774 926.0 3,553 8,4 178 1,079 157 2,495 5.9 
12583540, 2/7 “+ 827 26,418 65,6 10,420: 25,9 3,435 8,5 198 1020 “176 2, 436 6.1 
Silverwood Dairies, Limited: ---continued--- 
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The above factors explain why relatively little € 
growth has been achieved in operating earnings in the past 10 years, In addition, 


the growth in net profit has been curtailed by higher provisions for depreciation and 
interest charges on the new funded debt, 


Statistical Summary: 


Years Let A _& -B Share Data Yearly Mean 
Ended Total Net Shares Ret, on Cash Net Price P/E 
Mar,34 Assets Sales Profit’ © _o/s__ Equity Equity Flow Eam, Div, Range A Ratio Yield 
$mill, $mill, $mill, (000) $ % $ $ $ $ % 
1967 39,5 90,8 Lav 1, 344 13,56 9,6 3.41 1,29 0,80 i9 -~14$ 13,0 4,8 
1966 31.3 62,0 1.6 1, 320 13,12 9,0 2.47 1,18 0,775 164 - 15 13,3 4,9 
1965 22,0 53,5 1,6 1, 263 2/07 10,0 2.82 | 1,25:°.0,70, 154 = 15 11,8 4,7 
1964 22i2 51,9 1 Pes) 1, 252 Lip52% ALOT, 2.40 1,23 0.675 144 - 121 10,9 5,0 
1963 20,6 48,0 i,4 1, 232 10,94 10, 4 23h glee O60) 14 317 tad 4,8 
1962 20,0 45,6 1.3 1,194 10, 37 10,8 Ode.) sya 0,60) 4-408 474 4,8 
1961 28,9 43,4 i,2 1,117 9,82 pe | 2.40 1,11° 0.60 114 - 10 956 5.6 
1960 27,1 43,1 13 1, 103 Mo 13,0 2.47. 1.21. 0,60. 12 = 104 93 5.3 
i959 25,8 42,3 1.3 1, 083 8,62 13.6 2. ce wide £70, GU. Oba 10s 9,6 5.3 
1958 24,4 40, 3 iva 1,072 8,02 14.8 203) tetoee U.O0 bt Pan Os 8.6 5.9 
1957 a3.0 2, 34,1 ti2 1, 0S9 7.40 14,9 2.01 1,10 0,60 134-101 10,8 a1 
A - "A" shares for previous calendar year, 
Note: The company uses the more conservative "deferred credit" method of accounting, 
Price Range 1967-68 to date: WAN Ue $165 = $14 € 
"BY - $16 = $134 
Directors: E.G. Silverwood,,G.M. Carlyle, -J.H. Gillies; L.R. 


Oray, ReaGe- Ivey eo ee or. Wels Jones, NUE Kaye, 
AE. Lawrence, Sr., E.B. Nelles, H.T. Spettique, J, Allyn Taylor, London, Ontario; 
Je-A. Caulder, T.L, Davies, E.A. Paulger, Toronto, Head Office: 75 Bathurst Street, 
London, Ontario, 


The shares are listed on the Toronto Stock Exchange, 
Transfer Agent: Canada Trust Co,, Toronto, Qntario, Calgary, Alberta and Vancouver, 
B,C. 


Market Pattern: Silverwood Dairies "A" stock topped off at 13 in 1946 

and then drifted back to reach a low of 84 in 1949, 
The shares recovered to 11 in 1950 and then traded in the 9 to 12 range for five years 
before moving up sharply on high volume to briefly touch a new high of 15 in 1955, 
The stock subsequently drifted lower on declining volume to bottom out at 9 in mid- 
1957, <A gradual recovery on light volume topped off at 12 in the early part of 1959, 
and this was followed by a retreat to 10 early in 1960, In the recovery, the stock 
reached 14 in late 1961 and early 1962, In the market break of 1962, the stock sold 
off sharply to 114, The shares then began a long advance, culminating in a two and 
a half point rise in January of 1966 to establish the all-time high of 19, In the re- 
action, the shares have so far drifted back to about 14, 


Cutlook: Sales for the six months ended September 30, 1967 @ 
rose a further 10% but pretax profit matgin dropped 
to 4,3% from 4,8% in the corresponding period of the previous year, Thus earnings 
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were only fractionally higher at 81¢ versus 80¢ in the previous year, Earnings for 
the full year are expected to be close to last year's $1,29 per share, 


4 The establishment in 1966 of the Milk Commission of 
Ontario, the province where about two thirds of Silverwood's revenue is derived, has 
made it difficult to adjust selling prices to offset rising costs, Nevertheless, the 
Commission has complete power over all phases of the dairy industry in the province, 
including registration and licensing, inspection, regulation of prices, grades, labels 
and containers, authority to set up marketing pools and authority to investigate and 
arbitrate disputes, We, therefore, believe that the longer term effects of the new 
government control and regulation will be quite favourable to Silverwood, which is a 
long established and respected factor in the industry, Many smaller, inefficient pro- 
ducers of dairy products will probably be forced to leave the market while uniform 
prices and packaging and rigid inspection should serve to strengthen the position of the 
larger companies, The acquisition of Findlay Kemp was the first made in Ontario under 
the new legislation, and further expansion of this nature is likely to occur, 


Working capital is sufficient to facilitate further ac- 
quisitions and product diversification, Instant coffee, instant chocolate, and soft 
margarine have been added to the product line, and the new ice cream plant at London, 
Ontario, should benefit ice cream sales, on which profit margins are relatively high, 


Nevertheless, the dairy business would appear to offer 
only limited opportunities for growth with profits strictly regulated and consumption 
rising only in line with population increase, 


Dividends: Payment of a 20¢ quarterly dtvidend October #, 1965, 
on the Class "A™ and “B" shares, established an S80¢ 


annual rate, 
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Comment: The non-voting "A" shares at $145 or 11,2 times 
estimated fiscal 1968 earnings of $1.30 per share, € 


yield 5.5% on the 80¢ dividend, The voting "B" shares at $153 sell 12,1 times 
estimated earnings to yield 5.1%. The "A" stock enjoys cumulative preferred dividends 
of 60¢ annually and is entitled to $15 a share on liquidation, The shares are attrac- 
tive for income and moderate growth, while the "B" shares also have some speculative 
interest as a takeover candidate, 
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